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(ABSTRACT) 
The  purpose  of  this  study  is  to  determine  practitioners'  attitudes 
toward  coverage  of  state  and  local  tax  issues  in  undergraduate  and 
graduate  programs.   A  survey  of  CPAs  was  conducted  in  California  and 
Illinois  concerning  a  number  of  general  principles  that  are  relevant  to 
a  taxing  entity  regardless  of  the  peculiarities  of  a  particular  state 
and  local  taxing  system.   In  general,  the  results  of  the  study  indicate 
that  there  is  a  demand  for  coverage  of  state  and  local  tax  issues  at 
the  graduate  level. 


DEMAND  FOR  STATE  AND  LOCAL  TAX  COVERAGE 
IN  TAX  CURRICULUM:   AN  EMPIRICAL  REVIEW 

BACKGROUND 

In  the  past  two  and  one-half  decades,  the  number  of  problems  fo- 
cusing on  the  taxation  of  interstate  commerce  has  increased.   As  a  re- 
sult of  the  growing  number  of  mergers,  many  of  the  larger  corporations 
have  found  it  necessary  to  become  qualified  to  do  business  in  the 
states  where  their  products  are  sold,  thereby  becoming  taxpayers  in 
those  states. 

In  1959,  the  business  community  was  greatly  disturbed  by  two  U.S. 
Supreme  Court  decisions  which  defined  what  constituted  sufficient  ac- 
tivity within  a  state  to  subject  a  business  to  taxation.   The 
Northwestern  States  Portland  Cement  Company  and  Stockham  Valves  and 
Fittings,  Incorporated  decisions  maintained  that  a  business  with  a 
sales  office  used  for  solicitation  purposes  in  a  state  represented  a 
sufficient  amount  of  activity  for  a  business  to  be  liable  for  that 
state's  taxes,  even  though  the  business  was  otherwise  exclusively  en- 
gaged in  interstate  commerce.    Corporate  taxpayers  were  understandably 
concerned  that  these  state  taxes  would  absorb  an  exorbitant  percentage 
of  their  profits. 

These  two  landmark  cases  stressed  the  need  for  an  increase  in  uni- 
formity in  state  taxation.   Definite  tax  guidelines  were  urgently 
needed  to  provide  an  equitable  tax  system  that  would  discourage  multi- 
ple taxation  of  multistate  business  income. 

The  Uniform  Division  of  Income  for  Tax  Purposes  Act  (UDITPA)  was 
the  first  major  attempt  to  promote  uniformity  among  the  states  with  re- 
spect to  taxing  interstate  business  income  and  was  incorporated  into 
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Article  IV  of  the  Multistate  Tax  Compact  (MTC).   UDITPA  has  been  sub- 
stantially adopted  by  twenty-nine  states  of  which  nineteen  are  members 

2 
of  the  MTC.   The  Multistate  Tax  Commission  is  the  vehicle  used  to  co- 
ordinate and  administer  the  proper  controls  over  the  MTC.   Although 
the  Multistate  Tax  Commission  cannot  legally  enforce  the  regulations 
of  the  Compact,  each  member  state  is  able  to  make  such  enforcement, 
since  the  Compact  is  a  part  of  each  state's  law. 

It  is  the  policy  of  the  Commission  to  recommend  the  use  of  formu- 
lar  apportionment,  that  is,  a  portion  of  the  business  income  of  a 
multistate  corporation  is  to  be  taxed  to  each  state  according  to  a 
prescribed  formula.   The  formula  which  has  been  upheld  by  various 
courts,  supported  in  UDITPA,  and  accepted  by  MTC  members  is  based  upon 
the  ratios  of  property,  payroll,  and  gross  receipts  among  the  states. 

Another  policy  endorsed  by  the  Commission  is  the  use  of  the  unitary 
business  concept  for  businesses  affected  by  UDITPA.   This  concept  was 
developed  from  the  Commission's  interpretations  of  UDITPA.   Essentially, 
the  unitary  business  concept  requires  that  combined  reporting  for  state 
taxation  be  used  by  two  or  more  affiliated  entities  that  conduct  a 
trade  or  business  in  more  than  one  state.   This  is  in  contrast  to  the 
separate  return  method  whereby  each  entity  files  its  own  individual 
state  tax  return.   A  unitary  business  is  one  in  which  the  trade  or 
business  is  so  integrated  that  it  is  virtually  impossible  to  separate 
in-state  and  out-of-state  activities. 

If  two  or  more  affiliated  entities  are  considered  to  be  a  unitary 
group,  the  formula  apportionment  method  is  applied  to  the  entire  busi- 
ness income  to  determine  the  amount  of  state  taxable  income  that  is 
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attributable  to  each  corporation  or  member  of  the  affiliated  group 
doing  business  in  a  particular  state.   The  formula  apportionment  method 
attempts  to  tax  100%  of  total  state  taxable  income  by  the  various 
states  without  double  taxation.   The  courts  have  held  that  states  which 
have  either  adopted  ITDITPA  or  contain  similar  provisions  in  their  state 
income  tax  laws  may  be  required  to  use  the  unitary  reporting  method 
unless  the  taxpayer  can  show  that  it  does  not  accurately  and  fairly" 
represent  taxable  business  income  in  a  particular  state. 

Similarly,  a  body  of  jurisdictional  guidelines  has  been  developed 

for  the  collection  of  sales  and  use  taxes  imposed  on  businesses  in- 

3 
volved  in  interstate  activities.   The  first  issue  which  must  be  re- 
solved is  whether  an  interstate  business  has  sufficient  local  activity 
within  a  state  to  fall  within  the  state's  taxing  authority.   Second, 

the  nature  of  the  transaction  must  be  determined  because  some  transac- 

4 
tions  are  exempted  from  either  the  sales  or  use  tax. 

Most  taxing  statutes  require  property  to  be  assessed  at  "full  value" 
or  "fair  cash  value"  or  by  equivalent  standards  of  value.   Yet,  it  is 
rare  that  in  two  contiguous  counties  the  same  real  estate  will  be 
appraised  in  the  same  manner  or  at  the  same  rate.   The  problem  of  uni- 
formity and  equality  among  taxpayers  is  the  major  problem  in  the  ad 
valorem  property  tax  field.   The  courts  have  given  credence  to  this 
principle  by  adopting  the  view  that  "uniformity  and  equality"  is  the 
just  and  ultimate  purpose  of  the  law.    Starting  from  this  premise, 
some  courts  have  ruled  that  as  long  as  there  is  equality  among  tax- 
payers, no  legal  injury  has  been  suffered  by  an  individual  taxpayer, 
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even  though  he  has  been  overassessed,  provided  others  have  been  simi- 
larly taxed.   On  the  other  hand,  where  taxpayers  have  complained  in 
cases  of  "inequality  without  overassessment ,"  many  courts  have  denied 
relief  because  the  taxpayer  has  not  established  "legal  injury"  merely 

Q 

by  showing  inequality.   The  court  cases  and  literature  on  the  problems 
surrounding  the  property  tax  are  vast;  yet,  according  to  a  recent  study, 
less  is  known  about  its  overall  impact,  incidence,  and  effects  than  is 
known  about  any  major  tax. 


OBJECTIVE  OF  STUDY 

In  light  of  the  increasing  number  of  court  cases  concerning 
multistate  businesses  and  the  body  of  law  surrounding  major  issues 
which  have  developed,  it  appears  that  a  growing  demand  for  expertise  in 
state  and  local  tax  matters  should  result.   Furthermore,  the  reduction 
in  Federal  tax  rates  has  prompted  many  state  and  local  tax  jurisdictions 
to  consider  and/or  exact  higher  tax  rates.   The  purpose  of  this  study 
is  to  assess  whether  there  is  a  demand  by  practitioners  for  both 
undergraduate  and  graduate  students  to  have  acquired  a  knowledge  of 
basic  issues  in  state  and  local  taxation  in  their  college  curriculum. 

A  questionnaire  was  developed  consisting  of  seven  different  topics 
which  incorporate  the  fundamental  principles  previously  discussed. 
The  questionnaire  was  administered  to  a  random  sample  of  Certified 
Public  Accountants  in  California  and  in  Illinois. 

The  California  state  tax  law  system  is  complex  when  compared  to 
those  of  other  states.   The  combined  report  originated  in  California 
in  1936  and  subsequently  California  has  been  a  strong  proponent  in 
this  area.   It  is  a  member  of  the  MTC. 

On  the  other  hand,  the  Illinois  tax  system  is  less  complex  and 
it  is  not  a  member  of  the  MTC.   Illinois,  however,  has  substantially 
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adopted  UDITPA  and  recent  Illinois  Supreme  Court  cases  have  upheld  the 
legality  of  combined  reporting  and  apportionment  under  its  constitu- 
tion. 

Five  hundred  questionnaires  were  mailed  in  each  state.   In 
California,  139  were  returned  of  which  135  were  usable.   The  response 
rate  was  27%.   In  Illinois,  156  questionnaires  were  returned  of  which 
154  were  usable.   The  response  rate  was  31%. 

Table  I  presents  a  tabulation  of  the  respondents  by  primary  work 
area.   As  can  be  seen,  public  accounting  and  business  and  industry 
comprised  the  majority  (91.7%  of  the  total). 

[Table  Ij 

Each  CPA  was  asked  to  identify  the  coverage  of  state  and  local 

taxation  he  felt  was  needed  in  a  particular  area.   The  following  scale 

was  used: 

Very   Little 
No  Value  Little  Value   Average   Important   Significant  Essential 
12      3        4         5  6  7 

The  seven  topics  are  listed  in  Table  II.   The  respondents  evaluated 
each  in  terms  of  its  perceived  need  at  both  the  graduate  and  under- 
graduate level.   Table  II  contains  a  summary  of  the  mean  responses  and 
standard  deviations  for  each  item. 

[Table  II] 
Statistical  tests  (2-tail  t-tests)  were  run  for  each  of  the  four- 
teen items  to  determine  whether  there  was  a  significant  difference  be- 
tween the  California  and  Illinois  responses.   It  was  surprising  to 
find  that  there  were  only  two  cases  in  which  the  responses  differed 
(as  measured  by  a  .05  level  of  significance).   California  respondents 


-6- 

felt  that  the  domicile  and  residence  issues  and  the  nonresident  credit 
system  were  more  important  topics  at  the  undergraduate  and  graduate 
level.   Since  the  differences  were  not  great,  the  succeeding  analysis 
is  based  upon  the  combined  results  of  both  states. 

ANALYSIS 

The  results  of  the  survey  for  each  topic  are  ranked  in  order  of 
their  perceived  importance  based  upon  the  combined  data.   For  each 
item  the  mean  graduate  response  was  significantly  higher  than  its  cor- 
responding undergraduate  mean  response.   It  is  concluded  that  the  re- 
spondents feel  that  state  and  local  taxation  is  more  important  at  the 
graduate  than  at  the  undergraduate  level. 

A  mean  of  5.0  represents  an  evaluation  of  a  topic  as  being  impor- 
tant whereas  4.0  represents  an  average  evaluation."  Accordingly,  the 
results  of  the  study  indicate  that  domicile  and  residence  issues,  and 
multistate  corporate  apportionment  are  two  important  topics  which 
should  be  covered  at  the  graduate  level. 

Homogeneity  of  Responses 

The  mean  responses  for  each  item  by  demographic  variable  were 

tested  via  analysis  of  variance  for  a  significant  difference  in  mean 

response.   The  hypothesis  tested  for  each  item  was: 

H  :   There  is  no  difference  between  the  demographic  variable 
mean  responses. 

H  :   There  is  a  difference  between  the  demographic  variable 
mean  responses. 

P:    Less  than  or  equal  to  .05. 
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F  probabilities  were  run  on  each  question  for  the  following  demographic 
variables: 

(1)  Primary  Area  of  Work 

(2)  Level  of  Management 

(3)  Level  of  Education 

(4)  Number  of  Tax  Classes  Taken  by  Respondent 

(5)  Coverage  of  State  and  Local  Taxation  by  Respondent  in  his 
Undergraduate  Courses 

(6)  Coverage  of  State  and  Local  Taxation  by  Respondent  in  his 
Graduate  Courses 

The  results  of  the  statistical  tests  were  significant  for  three  of 
the  six  demographic  variables:   primary  area  of  work,  number  of  tax 
classes  taken  by  respondent,  and  coverage  of  state  and  local  taxation 
by  the  respondent  in  his  graduate  courses.   The  means  for  each  of  these 
three  demographic  variables  are  shown  in  Tables  III,  IV,  and  V. 

[Tables  III,  IV,  Vj 

From  Table  III  it  can  be  seen  that  in  general  CPAs  who  practice 
law  or  work  for  the  IRS  rated  the  importance  of  state  and  local  tax 
issues  higher  than  that  of  other  CPAs.   One  interpretation  of  these 
results  is  that  this  area  of  taxation  has  been  dominated  primarily  by 
law  practitioners.   Furthermore,  the  higher  demand  for  coverage  of 
these  topics  by  the  IRS  leads  one  to  believe  that  greater  expertise  in 
this  area  is  needed.   As  expected,  multistate  corporate  apportionment 
at  the  graduate  level  was  perceived  to  be  most  important  by  CPAs  work- 
ing in  industry. 
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In  Table  IV,  the  relative  importance  placed  upon  each  issue  sig- 
nificantly increased  as  the  number  of  tax  classes  taken  by  the  respon- 
dents increased.   Thus  it  may  be  concluded  that  taxpayers  who  had  a 
greater  formal  tax  education  in  college  and  possibly  a  greater  under- 
standing of  the  issues  expressed  the  need  for  coverage  in  these  areas. 

Similarly,  this  conclusion  is  supported  by  the  data  presented  in 
Table  V.   Those  respondents  which  had  more  than  one  month  of  graduate 
work  in  state  and  local  taxation  in  general  gave  each  topic  its  highest 
ratings.   In  particular,  the  demand  for  graduate  coverage  in  domicile 
and  residence  problems  received  a  rating  of  6.43  on  a  scale  in  which 
the  maximum  rating  of  7.0  means  "essential." 

SUMMARY 
The  results  of  this  study  indicate  that  practitioners  in  general 
expressed  a  demand  for  coverage  of  state  and  local  tax  issues  at  the 
graduate  level.   Overall,  domicile  and  residence  problems  and  multi- 
state  corporate  apportionment  issues  were  rated  as  the  most  important 
topics  to  be  included  in  a  graduate  tax  curriculum.   The  perceived 
importance  of  each  issue  significantly  increased  as  the  number  of  tax 
classes  and  education  of  the  respondents  increased. 
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Table  I 


Questionnaire  Responses  by  Primary  Work  Area 


%  Response 

Primary  Work  Area 

California 

Illinois 

Combined 

Public  Accounting 

73% 

54% 

63% 

Law 

1% 

3% 

2% 

Internal  Revenue 

4% 

3% 

3% 

Business  and  Indus 

try 

18% 

38% 

29% 

Other 

4% 

2% 

3% 

100% 


100% 


100% 


TABLE  II 

Questionnaire  Item  Mean  Responses 

(Undergraduate  Coverage) 

Mean  Standard  Deviation 

Topic*  California   Illinois   Combined   California   Illinois   Combined 

1.  Transactions  subject 

to  sales  tax  4.16        3.90       4.02        1.50        1.44       1.47 

2.  Domicile  and  resi- 
dence problems  4.12        3.75       3.92        1.37        1.31       1.35 

3.  Nonresident  state 

credit  system  4.01       3.61       3.80       1.38       1.33       1.37 

4.  Property  Valuation 

Methods  3.87        3.61       3.73        1.54        1.53       1.54 

5.  Multistate  Corporate 

Apportionment  3.49        3.81       3.66        1.51        1.38       1.45 

6.  Seller's  Responsibility 
for  Collection  of  Sales 

Tax  4.16        3.56       3.66        1.47        1.33       1.40 

7.  Taxation  of  Moveable 

Property  Interstate     3.39        3.17       3.28        1.44        1.42       1.43 

(Graduate  Coverage) 

Mean  Standard  Deviation 

Topic*  California   Illinois   Combined   California   Illinois   Combined 

1.  Domicile  and  Resi- 
dence problems  5.14        4.74       4.93        1.34        1.33       1.34 

2.  Multistate  Corporate 

Apportionment  4.70        4.77       4.74        1.48        1.44       1.46 

3.  Nonresident  State 

Credit  System  4.66        4.17       4.40        1.43        1.50       1.49 

4.  Transactions  subject 

to  Sales  Tax  4.40        4.19       4.29        1.44        1.57       1.51 

5.  Property  Valuation 

Methods  4.30        4.09       4.19        1.60        1.57       1.59 

6.  Seller's  Responsibility 
for  Collection  of  Sales 

Tax  4.16        3.97       4.06        1.36        1.58       1.49 

7.  Taxation  of  Moveable 

Property  Interstate     3.84        3.66       3.75        1.52        1.48       1.50 

*Topics  are  ranked  in  order  of  combined  means. 


TABLE  III 
Table  of  Means  by  Primary  Work  Area 


Item 


Overall    Public 
Mean   Accounting 


Law   IRS   Industry   Other 


1. 

Domicile  and  Resi- 
dence problems 

Undergraduate 

3.92 

3.94 

4.00 

4.00 

3.78 

4.80 

Graduate 

4.93 

4.99 

5.20 

4.78 

4.70 

5.70 

2.  Multistate  Corporate 
Apportionment 


Undergraduate 

3.66 

3.39 

3.60 

4.22 

4.09 

4.20 

Graduate 

4.74 

4.57 

4.40 

4.56 

5.01 

5.40 

3. 

Nonresident  State 
Credit  System 

Undergraduate 

3.80 

3.80 

3.80 

4.67 

3.65 

4.30 

Graduate 

4.40 

4.43 

4.80 

4.67 

4.19 

5.10 

4.  Transactions  Subject 
to  Sales  Tax 


Undergraduate 

4.02 

3.93 

4.80 

4.44 

4.13 

4.10 

Graduate 

4.29 

4.22 

4.60 

4.33 

4.35 

4.50 

5. 

Property  Valuation 
Methods 

Undergraduate 

3.73 

3.48 

4.00 

4.56 

4.07 

4.70 

Graduate 

4.19 

3.97 

4.40 

4.22 

4.49 

5.10 

6.  Seller's  Responsibility 
for  Collection  of  Sales 
Tax 


Undergraduate 

3.66 

3.52 

4.20 

4.00 

3.89 

3.80 

Graduate 

4.06 

3.93 

4.40 

4.11 

4.26 

4.40 

7. 

Taxation  of  Moveable 
Property  Interstate 

Undergraduate 

3.28 

3.10 

3.20 

4.22 

3.49 

3.90 

Graduate 

3.75 

3.59 

3.60 

3.78 

3.98 

4.30 

TABLE  IV 

Table  of  Means  by  Number  of  Tax  Classes 

Overall 
Item  Mean       0-1       2-3       4-5    6  or  more 

1.  Domicile  and  Resi- 
dence problems 

Undergraduate 
Graduate 

2.  Multistate  Corporate 
Apportionment 


3.92 

3.57 

3.95 

3.75 

4.50 

4.93 

4.55 

4.92 

5.15 

5.50 

Undergraduate 

3.66 

3.42 

3.61 

3.45 

4.30 

Graduate 

4.74 

4.44 

4.77 

4.80 

5.00 

3. 

Nonresident  State 
Credit  System 

Undergraduate 

3.80 

3.44 

3.81 

3.70 

4.42 

Graduate 

4.40 

4.05 

4.36 

4.60 

5.08 

4.  Transactions  Subject 
to  Sales  Tax 


Undergraduate 

4.02 

3.77 

3.96 

4.20 

4.61 

Graduate 

4.29 

4.02 

4.24 

4.60 

4.77 

5.  Property  Valuation 

Methods 

Undergraduate 

3.73 

3.36 

3.78 

3.65 

4.16 

Graduate 

4.19 

3.92 

4.24 

4.35 

4.31 

6.  Seller's  Responsibility 
for  Collection  of  Sales 
Tax 

Undergraduate  3.66       3.45      3.63      3.80      4.08 

Graduate  4.06       3.75      4.02      4.50      4.54 

7.  Taxation  of  Moveable 
Property  Interstate 

Undergraduate 
Graduate 


3.28 

3.06 

3.23 

3.15 

3.89 

3.75 

3.54 

3.68 

4.05 

4.19 

TABLE  V 


Table  of  Means  by  Graduate  Coverage* 


Item 


Less 

1  Week 

More 

Overall 

No 

than 

to 

than 

Full 

Mean 

Coverage 

1  Week 

1  Month 

1  Month 

Course 

1.  Domicile  and  Resi- 
dence problems 


Undergraduate 

4.03 

3.92 

3.92 

4.11 

5.63 

4.00 

Graduate 

5.01 

4.88 

5.00 

5.00 

6.43 

5.56 

2. 

Multistate  Corporate 
Apportionment 

Undergraduate 

3.76 

3.72 

3.08 

3.56 

4.50 

4.89 

Graduate 

4.75 

4.71 

4.07 

4.78 

5.58 

5.56 

3.  Nonresident  State 
Credit  System 


Undergraduate 

3.77 

3.64 

3.62 

3.78 

4.63 

4.67 

Graduate 

4.40 

4.15 

4.57 

4.78 

5.75 

5.44 

4. 

Transactions  Subject 
to  Sales  Tax 

Undergraduate 

4.07 

3.92 

4.00 

4.00 

5.00 

5.22 

Graduate 

4.29 

4.11 

4.46 

4.00 

5.63 

5.22 

5.  Property  Valuation 
Methods 

Undergraduate 
Graduate 


3.91 

3.81 

3.64 

3.89 

4.25 

5.11 

4.23 

4.14 

4.23 

3.89 

4.75 

5.11 

6.  Seller's  Responsibility 
for  Collection  of  Sales 
Tax 

Undergraduate 
Graduate 


3.73 

3.60 

3.43 

3.89 

4.63 

4.78 

4.12 

3.95 

4.00 

4.22 

5.63 

4.89 

7.  Taxation  of  Moveable 
Property  Interstate 
Undergraduate 
Graduate 


3.41 

3.24 

3.31 

3.78 

4.25 

4.44 

3.84 

3.63 

3.93 

4.22 

5.00 

4.67 

*0f  the  total  number  of  respondents,  148  attended  graduate  school  for  some 
period  of  time. 


HECKMAN       IXI 
BINDERY  INC.        |§| 

JUN95 

Bound  -To- VkaaP  N.  MANCHESTER 
INDIANA  46962     ' 


